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Much of Pentagon’s $45 




Billion Spending Buys Nothing 



By Donald M. Rothberg 
and Joan Heller 

Associated Press ' 

The Defense Department’s 
$45 billion-a-year procurement 
budget pays for a vast array of 
hardware and services, but a 
sizable ^portion of it buys 
lothing. , 

It’s swallowed up by dupli- 
cation, by human error and by 
faulty management ; — some of 



it inevitable in an organization^ 
the size of the Pentagon, 
where 5500 people are in- 
volved in military procure- 
ment alone. 

Whatever the cause, this 
loss — never precisely calcu- 
lated — could well run into, 
billions of dollars. A study of! 
five major areas of procure- 

r ent found that: 

° Defense officials empha- 



size that price competition re-' 
duces costs by an average of 
25 per cent. But in most years 
no more than 14 per cent of 
Pentagon buying is based on 
competitive bidding. 

• The Defense Department 
owns billions of dollars worth 
of industrial equipment. Much 
of it is unneeded, according to 
the U.S. General Accounting 
Office, which says the Depart- 
ment exerts no effective con- 
jtrol over its use. 

• Last year, the Pentagon 
Jlosti $160 million, according to 

the General Services Adminis- 
Itration, by acquiring new 
.computer equipment even as 
computers it already owned or 
[leased stood idle. The GSAisP 
the chief purchasing agent for 
Jfhe Government. 

The Pentagon spends $7 1 
billion a year on research and 
development contracts . that 
usually run more than double 
the original cost estimates. 

• The Defense Department 

( insists it has adequate protec- 
tion against profiteering by 
private contractors yet billions 
lof dollars in annual purchases 
lare not subject to any inde- 
Ipendent review’ for overpric- 



IF 



Defense Department records 1 j 
show that in most years no 
more than 14 per cent of mili- 
tary buying is based on price 
^competition. 

About 30 per cent of the 
Pentagon’s business falls into 
a gray area called ‘^competi- 
tive negotiated : contracts,” 
transactions in which price 
im-ay or may not be a factor. 

Designer Advantage 

The other 55 per cent in- 
volves no competition of any 
sort, and this business, in- 
cludes some of the Pentagon’s 
very largest contracts. Once 
the Pentagon chooses a com- 
pany to design a weapons sys- 
tem, it almost always returns 
to the designer to award a 
[noncompetitive contract to 
produce the equipment. 
r Regulations governing de- 
fense procurement say price 
[competition should be the 
rule, but there are exceptions 
J — 17 of them — and they are 
so broad that, they have be- 
come the rule instead of the 
Exceptions. “Urgent need” is 
|>ne of the 17 exceptions. 

Once a determination of 
1‘urgent need” is made, price 



I can De erased -as a - factor. 
Such was the case last April 
19 when the , Army awarded 
:wo “competitive negotiated 
contracts” for production of 
M-16 rifles.. 

Six months earlier, the. De- 
fense Department had solic- 
ited price estimates from f our 
manufacturers. 

f After the 'contracts were 
'awarded, members of a special 
House subcommittee.' de- 
manded to know why one 
— went to General Motors even 
though its price was $20 mil- 
, lion higher than two firms 
.that lost out. 

No Questions 

The Army replied that there 
Iwas an urgent need to obtain 
|a large .number of M-16 rifles 
las soon -as .possible to equip 
I South Vietnamese regular -and 
popular forces. No one on the 
subcommittee questioned the 
Army’s explanation of “urgent 
need.” . 

Another common exception 
to the. rule of Competitive bid- 
ding in defense buying is “sole 
source of supply.” 

On Aug. 7, a Federal In- 
dictment was returned against 
Chromcraft ’ Corp.,’ and Alsco, 
line., with which Chromcraft 
a merged in 1966, and four indi- 
viduals for receiving kiek- 
Jbacks on $47 million in De- 
fense contracts. 

- The Navy said the Charges 
Swould have no effect on a new 
I contract awarded to Alsco’s 
fTechfab Division for 2.75 
I rocket launchers because 
R Techfab was the Navy’s sole 
[J source, and “the time which 
H would be required to develop 
j|a similar Navy-owned item 
1 1 and to get a new .manufac- 





Jturer. into production is com- 
pletely prohibitive.” 

The Defense Department 
j wasted $160 million last year 
Jby acquiring new computer 
equipment even, as computers 
it already owned or. leased 
[Stood idle more than two mil- 
lion hours. 

This was the finding of the 
General ’ Services Administra- 
tion, the Federal Govern- 
! ment’s _ principal purchasing 
agent, in an unpublished sur- 
I' vey compiled in April. 

Time Worth $250 Million 

* The GSA study concluded 
/that on a Government-wide 
I basis, computers were being 
junderused by 278,000 hours a 
•month or more than 3.3 mil- 
lion hours, a year. This idle 
computer time, GSA said, was 
-Worth $250 million.' 

The Defense Department 

I Dwns. so much, industrial 
equipment that it can’t, keep 
tabs on it all and, as a result, 
spends large sums to buy ma- 
chinery it. doesn’t need. 

Furthermore, much of the 
equipment is used by pfiyate 
industry for commercial, pur- 
poses, frequently without Gov- 
ernment permission or objec- 
tion. • -Ar 1 ' r,: 

In one instance, the Depart- 
ment spent $1.4 millioft for an 
ouOO-toa forge" press so TRW, 
Inc., of Cleveland could manu- i 

I facture jet . engine blades | 
when, in fact, the Government I 
already owned forge presses i 
in the TRW plant capable of j 
doing the job. 

Pentagon property includes I 

industrial plant machinery 
special tooling and test equip- 
ment, raw -materials, build- 
mgs, plants and land. 

:. ° f th at property, $14.7 bil- 
’ 10 " — ! " a ~ sategories — is 
held by. Defense contractors. 
It is assigned to them for use 
1? Def ? nse Production. When 
they finish using such 7 prop 
erty on a defense contracl 
they are supposed to report i 
as available for reassignment. 
Overcharges Cited , 

But the GAO has reported 
to Congress many cases where 
the Defense Department had 
no idea how its property was 
being used, and therefore; had 
no adequate basis for reassign- 
ng it. . . , . 

► The Defense Department 
maintains that private indus- 
try does, not get. away with ov- 



ercharging the Government to 
pny significant extent. 

Secretary of Defense Clark 
Clifford wrote to the chairmen 
of the House and Senate 
Armed Services and Appropri- 
ations Committees last June 
13 denying that Defense con- 
tractors were making big prof- 
its or engaging in “war profit- 
eering.” As evidence he cited 
the work of the Renegotiation 
Board. * ‘ .: 

•However, there are 16 
classes of exemption from the 
Renegotiation Board’s jurisdic- 
tion, including a blanket ex- 
emption for companies which 
do less than $1 million in busi- 
ness a year with. the Defense 
Department and four smaller 
agencies. 1 
Figures compiled by the 



board estimate that in fiscal 
1969, with all , exemptions in- 
tact, -$44.5 billion in contractor 
sales will come before the 
board for review. - 

T would estimate that if all 
the exemptions were lifted, we 
would have jurisdiction to 
check for excess profits on at 
least another $8 billion or $ 9 j 
billion in Government ' pur^ 
chases and it could possibly go 
as. high as $10 billion,” 1 Lau- 
rence. E. Hartwig, chairman of 
the Renegotiation Board, saif* 
in- an interview. 

On the basis , of the : contrac, 
tors] own . figures,, private. Lo 
gistics Management Institute 
stated that among the 40 larg 
jest of the participating com-, 
nanies, profits on sales had de- ! 
i alined from 5.4 per cent in 1958 



to 4.5 per cent’ in 1966 and. pro- 
sit on- fatal investment had de- 
jjereased from 20.4 per cent in 
ji.958 to 13 per cent in 1966. 
f On the other hand, the U.S. 
General Accounting Office, 
which has legal authority to 
audit contractors’ books, has 
shown that profits a company 
reports are not always the 
profits it has earned. 

Audit Figures 

f In audits of five Defense 
contractors, which GAO re- 
fused to name, . the agency 
found: 

.Company A reported 
4.5 per cent profit but audit 
showed 10 per cent. 

. Company B said its profits 
jwere 12.5 per cent, but GAO 
sfound 19.5 per cent. 



J Company C reported 11.1 
■per cent profits but audit 
Showed 16.9 per cent. 

I» Company D reported a 2 per 
lent loss but . GAO found 15 
Jer cent profit. ; 

1 Company E said its profit 
was 21.6 per cent. QAO found 
03.7 per cent. 

Even, more than" lowering 
the floor, Hartwig would like 
to get rid of the exemption for 
standard commercial articles. 

As long as 35 per cent of 
contractors’ sales of such arti- 
cles — things like ears, drugs, 
fuel, computers — are on the 
private market or to agencies 
of Government not covered by 
the board, none of his sales of 
these items to Government 
agencies is subject , to renego- 
Itiation. . ■ - i.j V .V‘." 
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